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Notable and quotable

• “What if they gave a [market] and nobody came?
Life would ring the bells of Ecstasy and Forever be 
Itself again?”

– paraphrase of quote attributed to Allen Ginsberg 

• “If you like the 1040, you’ll love this.”

– attributed to Doug Hale

• “Who let those idiots break up the phone company?”

– Tim’s dad, whenever occasion allows (1984-present)
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On Miravete/Palacios-Huerta

• Found it doesn’t take a big difference ($5/month) to get 
people to choose between flat rate, measured plans

• Neither time not expertise to get into discrete choice 
econometrics

• Key:  Table 3 on patterns

– Only 5% of population switched during 3 mon. period

– 85% kept flat rate, 10% measured service

– 6-10% of former, 55-67% of latter paid too much

• About 10-12% of total population wrong

– What was their average error?

– Demographic factors relatively incidental
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What do we know from electricity choices

• Considerable raw data on reluctance to choose

• Both domestic and international (UK, NZ, Alberta)

• Extensive efforts at persuasion, “education” required

– Door-to-door marketing (UK)

– Website instruction (many others)

– Even in best case (UK), extensive switching back

• Choosing not to choose

– “Brand loyalty” not unusual in other markets

– Reluctance to switch correlated with income, education
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Alberta:



4/20/07Brennan: FTC Behavioral Economics Conference 6

And as we’d expect ...

• 6 % residential switching by 2003, had to extend residential retail service

• Former EPCOR Energy Services President:

– One of the outstanding questions is to what degree residential 
customers will want to exercise their choice in electricity.  This is not 
a product with intrinsic differentiation.  Even in the 
telecommunications market, where there were real and significant
savings in long distance plans offered by competitors, the majority of 
customers remained with AT&T over ten years after deregulation. 
Customer inertia is even more of a reality for a product with little to 
distinguish options in terms of price savings or consumer benefits, 
although there are pricing, electricity source, and billing options 
which offer some elements of choice.

– Electricity will never be high on the customer radar screen except 
when prices are higher than anticipated, as has been the case in many 
of the jurisdictions going through deregulation, or where there are 
issues with reliability, customer service and billing. 
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Shopping in Pennsylvania
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A few inquiries ….
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The New York Checklist
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What is behavioral economics?

• “Endowment effect”?:  Even Cornell economic students 
aren’t dorky enough to negotiate over coffee mugs

• Rationally economizing on costs of cognition?

– Rules of thumb? 

– “Tricked” using carefully framed questions (Allais, K&T)

– WTA > WTP; asymmetry in ethics

• Challenge:  What if internal “transaction costs” matter?

– Coase theorem:  Assignment of property rights matters

– Revealed preference not to choose

– Rational choice to retain regulatory authority? 
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